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on a campaign of education for, an im- 
proved banking system for the United 
States of America. 

Of the success of the League's campaign 
there is no doubt. It is evidenced by the 
fact that for more than two years the 
question of monetary reform has been 
growing in the public mind until today it is 
the question of paramount political as well 
as economic importance. It has occupied 
the latter position for many years, but it 
was not until the League's work was well 
under way that it was lifted out of classifi- 
cation with the impenetrable mysteries to 
that of a great, and finally the paramount, 
public issue. One Congressman reduced 
the situation to terse form when he said, 
"No League, no bill." 

The League has distributed literally 
millions of pamphlets. It has been the 
means of supplying literally millions of 
columns of matter to newspapers. It has 
supplied speakers for thousands of meet- 
ings. But the indirect results of its efforts 
have been more momentous. It brought 
interest in the question of monetary science 
to an acute stage. It challenged every 
argument founded on a false conception 
of monetary economics. It supplied ma- 
terial which made editorial work easier. 
It translated technicalities into simple 
language. It stimulated thought and dis- 
cussion. It freed thousands from the 
thraldom of half a century of false teaching. 

The fact that the Glass bill is not per- 
fectly satisfying is in nowise attributable 



to failure on the League's part. It has been 
stated many times in these columns that 
the machinery by whose operation the 
principles enunciated were to be given 
operation might assume any one of many 
forms. The Monetary Commission evolved 
one form, the Glass Committee evolved 
another. Neither is perfect in anticipated 
operation. It is doubtful if any. ma- 
chinery will be perfect until made over 
after practical test. But either plan has 
obvious merits and forms a basis on which 
can be built up an operating success. 

The Executive Committee of the League 
feels, therefore, that the work of the organ- 
ization has been practically completed and 
success has been achieved. It will retain 
its corporate entity and maintain its organ- 
ization intact against possible contingen- 
cies until results are written in the statute 
books. But unless the unexpected hap- 
pens, the League will rest content that the 
question of banking reform and its satis- 
factory solution is in the hands of the 
national legislature. Over this body it has 
no control, and seeks none, as it has had 
none anywhere save what was based on 
logic and built up on adherence to proved 
principles of monetary economics. 

As a final testimony of the efficiency 
of the League's campaign, it may be 
pertinent to record that the terse 
statement, "No League, no bill," 
was made by the Honorable Carter 
Glass. 
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MUCH has been vaguely or errone- 
ously written of the early history 
of the Federal Reserve Act and there is 
already a widespread misunderstanding 
regarding it. Some part of this mis- 
understanding is due to the fact that 
much of the work on the Act was done 
in committee or in caucus or in private 
conference. To review the whole his- 



tory of the measure would be a task of 
lengthy detail. The following article 
is not intended to enter into any such 
elaborate review but to set forth in 
compact form the chief facts, without 
controversial discussion. What it offers 
is merely a consecutive outline of the 
history of the Federal Reserve Act 
during its formation and subsequent 
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discussion in Congress. It will afford, 
however, as definite an historical ac- 
count as is possible within a very brief 
space, of the various stages through 
which this measure passed. 

Inception of Measure 

The inception of what afterward be- 
came the Federal Reserve Act grew out 
of the action of the Banking and Cur- 
rency Committee of the House of Rep- 
resentatives in authorizing, during the 
spring of the year 1912, an investiga- 
tion into currency and banking con- 
ditions. This authorization led to the 
organization of the Banking and Cur- 
rency Committee in two parts, or 
sections — the one entrusted with an 
inquiry into what was at the time 
known as the "Money Trust" and the 
other assigned the duty of studying 
and recommending legislation designed 
to promote banking and currency re- 
form. This second subcommittee was 
organized under the chairmanship of 
the Honorable Carter Glass, who had 
been for several years a member of the 
Banking and Currency Committee, 
and its first active work was under- 
taken at about the opening of April, 
1912. At that time this subcommittee 
retained technical assistance, and in- 
structions were given to make a general 
survey of pending banking and cur- 
rency legislation, including especially 
the proposals of the National Mone- 
tary Commission which were embodied 
in what had come to be known as the 
Aldrich bill. 

Such a survey of pending and pro- 
posed legislation, both recent and 
earlier, was completed and placed in 
the hands of the subcommittee during 
June of 1912. An informal discussion 
of the question of what lines should be 
followed, ensued. As a result of this 
informal discussion, it was agreed to 
prepare a tentative bill which should 
be based essentially upon the past 



experience of the banks of the country 
in organizing clearing house associa- 
tions. The conclusion was definitely 
reached that a central bank of issue 
and deposit was not desirable but that, 
instead of this, a district type of organ- 
ization, in which the banks of the 
country should participate, was to be 
preferred. It was further agreed that 
such district organizations ought to be 
vested with the function of issuing note 
currency upon what had come to be 
known as the elastic, or " asset secured" 
plan. It was further thought that the 
reserves of the country should clearly 
be transferred to such organizations 
and that large functions of examination 
and oversight of the rank and file of 
the banks should be provided for. 

Work of Subcommittee 

With these very general principles 
definitely laid down as a basis, a bill 
was drafted during the summer and 
early autumn of 1912, and the sub- 
stance of this bill was informally dis- 
cussed at meetings of the subcommittee 
which occurred during November, 
1912. At that time agreement was 
reached that further progress in the 
development of the proposed bill would 
not be possible unless the attitude of 
the incoming administration (the Hon- 
orable Woodrow Wilson having been 
elected President early in November, 
1912) could be known. Mr. Glass 
accordingly addressed a letter to 
President-elect Wilson informing him 
generally of what had been done and 
asking for his views in the matter. 

An early reply was received from the 
President-elect in which he expressed 
agreement in the thought that a suit- 
able banking measure should be devel- 
oped at an early date, and a time was 
set for consultation with representa- 
tives of the subcommittee of the 
Banking and Currency Committee. 
This date was December 26, 1912, at 
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which time Mr. Glass visited Princeton 
where President-elect Wilson was then 
living. 

During the conference on the 26th of 
December there was laid before Mr. 
Wilson the substance of the tentative 
bill already drafted and question was 
asked as to his opinion regarding the 
extent to which the bill should go. 
Particularly was the question raised 
with him whether the new bill should 
provide for an emergency or permanent 
type of banking organization; whether 
it should provide for local organization 
or for a central control of some kind; 
whether reserves should be transferred 
to the new banking organization and 
whether new note issues should be pro- 
vided for. Most of these points had 
not been considered by the President- 
elect except in a very general way. He 
expressed himself, however, as desirous 
of making the measure a thorough- 
going, complete banking and currency 
bill, and was positive in his thought 
that there should be a central control 
organization — although he accepted 
the view already developed in the 
subcommittee — and that actual bank- 
ing should be carried on in districts 
and by local organizations acting more 
or less independently of one another. 
He was ready to support the transfer of 
reserves from existing banks to the new 
organizations and, in general, granted 
his support to the idea of complete 
transformation of the existing banking 
system. 

Public Discussion of Legislation 

By this time the fact that a bill was 
seriously under consideration in the 
subcommittee on legislation had be- 
come widely known throughout the 
country among those who were inter- 
ested in securing action from Congress. 
It became necessary to consider the 
question whether hearings should be 
given to those who had arguments to 



present and views to express and 
whether it was or was not wise to allow 
the contents of the proposed bill to 
become known. On both these points 
a definite policy was developed as 
follows : 

1. The question of holding hearings 
had been discussed with President- 
elect Wilson at Princeton at the meet- 
ing already referred to, and he had 
favored the holding of hearings. It 
was now determined to make the 
hearings very inclusive and to send out 
letters to representatives of labor, to 
manufacturers' associations, to bank- 
ers, to economists and to business men. 

2. It was further determined to 
make public no draft of the proposed 
bill but to mature it slowly and care- 
fully, especially in view of the fact that 
action on it could not be expected until 
after the incoming of the new admin- 
istration on March 4, 1913. It was, 
however, determined to make known 
to persons who had a legitimate inter- 
est in the pending measure the prin- 
cipal lines of thought on which the 
committee was working. Statements 
on this subject were made from time to 
time to a variety of inquirers, some of 
them bankers, some, business men or 
representatives of their organizations, 
some, legislators. As a result there 
was a crop of bills — some published, 
others never printed but filed with the 
committee — whose authors sought to 
put down in writing what they be- 
lieved to be a plan similar to that 
favored by the subcommittee and 
hence presumably likely to become the 
official plan of the administration. 

There was thus a large crop of 
so-called "original bank bills" in Con- 
gress. The Aldrich bill was remodeled 
by advocates for possible use, free of 
many objectionable features, and was 
issued as a revised plan by western stu- 
dents of banking. Other plans were 
developed in the same way and in 
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sundry cases the authors of such plans 
continued to take an interest in the 
matter after the Federal Reserve Act 
became public and as it passed from 
stage to stage, eventually correcting 
them and bringing them up to date as 
the Reserve Act itself was perfected in 
the course of its passage through the dif- 
ferent legislative processes. Thus there 
was at all times during the year 1913 a 
considerable array of measures whose 
general thought was the same that had 
already been developed by the Sub- 
committee on Banking and Currency, 
although until such time as the Federal 
Reserve Act itself became public the 
terms of the various bills were, of course, 
widely different both from one another 
and from those of the Act itself. 

During the months of January and 
February, 1913, the Banking and Cur- 
rency subcommittee held many hear- 
ings upon the plan already laid out and 
an entirely new redraft of the Federal 
Reserve Act was made. This redraft 
had been practically completed at the 
close of the hearings in February. It 
differed from the original act chiefly in 
detail, embodying in one consistent 
statute the various elements of the plan 
which had been submitted to President- 
elect Wilson in the preceding Decem- 
ber. It included provision for the 
transfer of reserves and the issue of 
notes, for the refunding of government 
bonds as well as a provision for govern- 
ment supervision and control of the 
Reserve Banks, although such super- 
vision and control was shared between 
the government itself and the bankers 
of the country. This bill also included 
aprovisionfor the guaranteeing of bank 
deposits, insofar as the assets of the 
member banks would permit, and it 
also contained an elaborate plan for the 
election of directors in Reserve Banks 
with the aid of commercial bodies. 

After the close of the hearings an- 
other redraft was undertaken and was 



completed about the beginning of 
March, 1913. This third main draft 
contained principally improvements in 
language and in technique but dis- 
carded the plan of guaranteeing bank 
liabilities and also greatly simplified 
the method of electing directors. 

With the preparation of this plan 
and the expiration of the old Congress 
on March 4, the work of the subcom- 
mittee was completed and the final 
draft was once more submitted to 
President-elect Wilson at Trenton, 
N. J., where he was visited by Mr. 
Glass, and the finished work sub- 
mitted to him. The President-elect 
again gave to the bill in its revised form 
a general preliminary approval. 

Work of the Secretary of the 
Treasury 

Little work was done on the Federal 
Reserve Act during the month of 
March, 1913, but at the beginning of 
April, President Wilson entrusted to 
Secretary of the Treasury McAdoo the 
duty of reviewing the measure for the 
purpose of reporting to him on the 
subject. The measure was canvassed 
section by section by the Secretary of 
the Treasury and a variety of minor 
changes were made in it. These 
changes related principally to details of 
language. Two important changes 
were, however, introduced during this 
process. The first was the acceptance 
of the idea that the notes to be issued 
by the new banks should in some way 
be passed upon or approved or guar- 
anteed by the government, while 
modifications in the plan for the re- 
funding of government bonds were also 
introduced. It was the thought of 
Secretary McAdoo that the original 
funding provision had been unduly 
unfavorable to the government. 

Many of the changes in language 
proposed in the first instance by repre- 
sentatives of the Treasury were after- 
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ward cancelled and the original lan- 
guage restored when further study of 
the draft had convinced the Treasury 
representatives that the changes which 
they were at first inclined to introduce 
had not been well warranted. 

One further change of great impor- 
tance was introduced during this period 
of the bill's history, although not at 
the instance of the Secretary of the 
Treasury. This was the provision 
calling for par clearance of member 
bank obligations. There had been a 
doubt in the minds of the subcom- 
mittee whether the introduction of this 
provision, in addition to the other 
extensive elements of the measure, 
would be desirable or not, and it was 
eventually determined to present the 
matter to Secretary of the Treasury 
McAdoo in order to get his thought on 
the subject. 

The "Money Trust" section of the 
Banking and Currency Committee had 
in the meantime carried on a lengthy 
"probe" into banking conditions in 
New York and had reported that, in 
no small measure, unsatisfactory con- 
ditions there were due to faulty clearing 
house organization. It had, therefore, 
recommended certain legislation de- 
signed to control clearing houses. 
Secretary McAdoo was of the opinion 
that some provision relating to clearing 
and intended to give the clearance 
power to Federal Reserve Banks would 
be desirable as showing that due atten- 
tion had been paid to the work of the 
"Money Trust" subcommittee. He 
accordingly assented in general terms 
to the plan which was placed before 
him and which was therefore incor- 
porated into the bill. 

Attempt to Substitute an Admin- 
istration Bill 

Careful study of the Federal Reserve 
Act as thus drafted, however, led 
Secretary McAdoo to doubt the wis- 



dom of the measure, and he, therefore, 
proposed and brought to the attention 
of representative bankers a plan of his 
own under the terms of which the 
Treasury would have gone, more or 
less extensively, into a banking busi- 
ness, with the various subtreasuries as 
branches. The appearance of this plan, 
fathered by the Secretary of the Treas- 
ury, naturally tended to throw grave 
doubts upon the prospects of the Fed- 
eral Reserve Act. About the end of 
May the whole situation was forcefully 
brought once more before the atten- 
tion of the President for his decision. 

Meantime a separate and independ- 
ent bill had been developed by Senator 
Robert L. Owen of Oklahoma, who had 
become Chairman of the Banking and 
Currency Committee of the Senate. 
President Wilson thus had before him 
the McAdoo plan, Senator Owen's 
tentative plan and the draft of the 
Federal Reserve Act — as well as, of 
course, a multitude of other bills, 
drafts and suggestions which had been 
filed with him by many citizens. After 
very considerable attention the Presi- 
dent determined to hold to his original 
decision in favor of the Federal Re- 
serve Act and accordingly announced 
his determination to discard all of the 
other suggestions which were then 
before him. In so doing, however, he 
found it necessary to consult with the 
so-called Bryan element in the Cabinet 
which had already been generally 
advised of the intended scope of the 
Federal Reserve Act. 

As a result of this consultation two 
further definite changes were made in 
the bill: the notes to be issued by the 
several banks were now definitely made 
liabilities of the United States, while 
it was determined that the Federal 
Reserve Board should be exclusively 
composed of government appointees 
to be named by the President and con- 
firmed by the Senate. These changes 
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having been agreed upon, the bill was 
introduced into Congress in its existing 
form and thus finally worked out. 

Shortly afterward a new House bank- 
ing and currency committee was ap- 
pointed with Mr. Glass as chairman. 
The Glass bill — the completed draft of 
the Federal Reserve Act — was promptly 
referred to the Banking and Currency 
Committee as thus organized and the 
actual work upon the measure was be- 
gun. This work was vigorously under- 
taken toward the end of June, 1913. 

Character of Measure 

It will be observed that the first 
innovation in the terms of the original 
measure had come at the instance of 
Secretary Bryan during late May, 
1913. It is interesting, therefore, to 
know just what the plan was which had 
been completed for introduction into 
Congress. Space unfortunately for- 
bids a detailed description. At that 
time, however, there was prepared for 
the use, and at the request, of the Pres- 
ident, a digest stating the chief content 
and purpose of the bill. This digest, 
heretofore never published, is an 
authentic description of the conclu- 
sions tentatively reached up to that 
time and shows fairly clearly the nature 
of the original measure. It is accord- 
ingly subjoined verbatim: 

Memorandum on Scope and Effect 
of H. R.— — , to Reorganize the 
Present Banking and Currency 
System. 

In H. R. prepared for introduction 

by Representative Glass of Virginia it is 
intended to furnish a comprehensive meas- 
ure for the attainment of four objects: 

(1) Provision of a place for rediscounting 
commercial paper of specified types. 

(2) Provision of a basis for elastic note 
issues properly safeguarded. 

(3) Refunding of outstanding 2 per cent 
bonds so as not to inflict loss upon present 
holders. 



(4) Provision of machinery for doing 
foreign banking business. 

In order to accomplish these purposes 
fully it is necessary to (a) repeal certain 
portions of existing law; (b) rectify various 
conditions in the present national banking 
system which are in some cases only indi- 
rectly connected with the objects sought; 
(c) furnish a new class of institutions for 
the performance of some functions which 
cannot well be entrusted to existing banks, 
or at all events can better be performed by 
others and (d) alter the present reserve 
system to a very material degree. 

The scope of the bill can best be under- 
stood by an analytical review of its con- 
tents, with reference to sections and para- 
graphs. This is herewith subjoined. 

Basis of Present Situation 
The present banking situation in the 
United States rests upon the National Bank 
Act proper as slightly modified from time 
to time and upon the so-called Aldrich- 
Vreeland Act (Act of May 30, 1908). Of 
these acts the latter is completely repealed 
(Section 1) on the ground that it has never 
become operative, probably will not be- 
come operative except under extreme stress, 
and was never satisfactory. The National 
Bank Act itself is modified in numerous 
essential particulars which will be pointed 
out from time to time in this memorandum. 
In a separate measure a general revision of 
the administrative provisions of the Na- 
tional Bank Act is also provided. 

New Class of Banks 
Fundamental to the idea of the bill is the 
creation of a new class of banks (Section 2), 
to be known as National Reserve Banks. 
The chief points about these banks are as 
follows: 

(1) Number to be twenty with possible 
increase later as provided. (Section 2.) 

(2) Ownership to be in the hands of the 
national banks of the twenty districts in 
which the banks are situated. (Section 2.) 

(3) Capitalization to be 20 per cent of 
the capital of the stockholding banks, one 
half paid in and one half subject to call. 
(Section 2.) 

(4) Business to be as follows: 

(a) Rediscounting of paper presented by 
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stockholding banks and by other banks 
under specified conditions, provided such 
paper grows out of actual agricultural, 
commercial or industrial transactions and 
does not run more than a specified number 
of days. (Section 14.) 

(b) Buying and selling government secu- 
rities, gold and silver bullion and foreign coin, 
foreign exchange. (Sections 16 and 17.) 

(c) Government r fiscal operations. (Sec- 
tion 21.) 

Issue of Notes 
The bill provides for the maintenance of 
existing bank notes outstanding so long as 
their present issuers want to keep them 
out, and also calls for the establishment of 
a note issue on a new basis to be put out by 
the National Reserve Banks. Provision 
is, however, made for retiring the present 
National Bank notes at the discretion of 
their issuers. This plan comprises the 
following points : 

(1) Every national bank would be 
allowed to continue its note issue exactly 
as at present. (Section 26.) 

(2) It would not, however, be allowed 
to increase the issue beyond the point at 
which it stood when the law was passed. 
(Section 26.) 

(3) No newly organized bank would be 
required to purchase government bonds; 
hence no new bank would have any note 
issues. (Section 26.) 

(4) Whenever an existing bank retired 
any of its notes and withdrew its bonds it 
would lose the right to put out further 
issues of notes above the amount to which 
its issue was thus reduced. (Section 26.) 

(5) National Reserve Banks would be 
allowed to issue notes secured in the same 
way as their other obligations to an amount 
equal to twice the par value of their capital 
stock. They would also be allowed to 
issue additional notes if they desired, equal 
to the amount of notes withdrawn by the 
individual banks which might from time to 
time surrender their note issue privilege in 
part or in whole. (Sections 23 and 26.) 

Disposal of U. S. Bonds 

Recognizing (a) that the present 2 per 

cent bonds were sold to the banks on the 

basis of a pledge that they might continue 

to be used as a basis for circulation, and 



that therefore the government is morally 
bound to maintain their value in a corre- 
sponding degree; (b) and that it is desirable 
to retire the bonds now held behind bank 
notes and put in their place bonds whose 
value is sustained solely by their income- 
paying power, it is provided that: 

(1) Banks now holding the bonds may 
offer these bonds for redemption or con- 
version into 3 per cent bonds at a rate not 
to exceed one tenth of their holdings each 
year. (Section 26.) This would mean that 
a maximum of about $65,000,000 a year 
could theoretically be converted, and the 
evidence is that that sum would be ab- 
sorbed without difficulty by investors each 
year. 

(2) At the end of ten years other holders 
of bonds would be allowed to convert them 
into 3 per cents. (Section 26.) 

(3) As a result of these changes the gov- 
ernment would be obliged to increase its 
interest charge the first year of the new 
arrangement by an amount not greater 
than one per cent on $65,000,000, or 
$650,000, while the second year a like addi- 
tion would be made and so on, until at the 
end of ten years a possible maximum addi- 
tion of $7,300,000 in interest charges would 
probably have been assumed. 

Protection of Notes 
Fully admitting the necessity of an 
absolute protection of note issues, the bill 
seeks to safeguard those for which it pro- 
vides as follows : 

(1) National bank notes are safeguarded 
at every point by exactly the same elements 
of protection which exist to-day, none of 
these being diminished in the slightest 
degree. 

(2) Notes issued by National Reserve 
Banks are protected by a large gold reserve, 
by constant close government supervision, 
and by immediate and prompt redemption. 
Stringent provisions are made against 
counting any of these notes as a part of 
bank reserves, thus insuring their speedy 
return to the point of origin. (Sections 
30, 31, etc.) 

(3) All notes are made receivable by the 
government and are to be received by every 
bank in the system on deposit at par, with- 
out exchange. (Section 23.) 



The Federal Reserve Act in Congress 



43 



(4) Uniformity in the currency is ob- 
tained by making the National Reserve 
notes identical in appearance and wording 
with the National bank notes. (Section 
23.) 

(5) Power to oversee and control the 
issue of notes is placed in the hands of a 
supervisory board. (Sections 13, etc.) 

Government Control 
Overseeing the whole system is created 
through a so-called Federal Reserve Board, 
(Section 13) with the following organization 
and functions: 

(1) Board to consist of representatives of 
(a) National Reserve Banks (b) bank 
stockholders (c) the government itself. 
(Section 10.) 

(2) Actual working body to be an exe- 
cutive committee of this Board consisting 
of Secretary of the Treasury, Comptroller 
of the Currency, and Attorney-General, 
with four members of the Federal Reserve 
Board chosen by the latter. (Section 11.) 

(3) Board and Executive Committee, as 
thus made up, to have power to deposit 
Government funds in National Reserve 
Banks, to fix rates of rediscount in such 
banks, to compel any National Reserve 
Bank to rediscount the paper of any other, 
and to examine the banks of the system. 
(Section 13.) 

Structure of System 

The effort has been made to "popular- 
ize" the control of the whole system of 
banking thus built up while at the same 
time preserving a sufficient amount of 
centralization, controlled by governmental 
agency, to insure that the whole system 
shall be responsive to legitimate public 
demands. The bill is based on the belief 
that no one should participate in the control 
of the system unless he is either financially 
interested himself or chosen by those who 
are, save insofar as the government steps 
in to exert the authority of the whole com- 
munity. With this in mind the system 
has been developed as follows: 

(1) Organization, powers and functions 
of national banks are left as at present. 

(2) National Reserve Banks are incor- 
porated institutions holding Federal char- 
ters and in all respects managed like na- 



tional banks except as to the election of 
directors which is provided for as follows: 

(a) Banks in every district are divided 
into five classes according to capitalization. 
In each class the directors of the banks 
nominate a candidate for the directorship 
of the Reserve Bank. These are then 
voted on (one bank one vote) and a director 
is chosen for each of the five classes — five 
in all. (Section 4.) 

(b) In the five classes aforesaid bank 
stockholders vote for and elect a director 
for each class by a process prescribed in 
each case making five in all, or with the 
preceding five, ten. (Section 4J 

(c) The ten men thus named select four 
others after a prescribed process, eight 
votes required to elect, and the nominees 
subject to rejection by the Federal Reserve 
Board. (Section 4.) 

(d) A fifteenth member, to be Chairman 
of the Board of Directors is chosen by the 
Federal Reserve Board itself. (Section 4.) 

(3) The Federal Reserve Board consists 
of two members from each district and the 
three government officials already specified. 
(Section 10.) It is not an incorporated 
body, has no banking functions but is 
supervisory. 

(a) One member of the Federal Reserve 
Board in each district is chosen directly by 
the directors of the National Reserve Bank 
of the district. (Section 10.) 

(b) A second member of the Board from 
each district is chosen by the bank stock- 
holders of the district, voting by a pre- 
scribed method. (Section 10.) 

(c) These members of the two classes 
referred to choose by ballot four of their 
own number to join with the government 
officers already mentioned as the' Executive 
Committee of the Board. These four are 
designated by the Secretary of the Treas- 
ury to hold the offices of President, first 
and second Vice-Presidents and Secretary 
of the Federal Reserve Board. (Section 
11.) 

Reserves 

In the belief that the present reserve 
system is antiquated and unsatisfactory, 
that the massing of funds in New York and 
other financial centers of which so much has 
been said in recent years, is largely due to 
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the present reserve requirements of na- 
tional banks, and that in order to get the 
real benefit from the system of rediscount 
which has been proposed as a remedy for 
many existing evils, it is necessary to base 
such system upon an actual control of 
reserves, provision has been made for 
recasting the present bank reserve system. 1 
The plan includes: 

(1) Transfer of reserves from existing 
national banks in reserve and central re- 
serve cities, to National Reserve Banks. 
(Section 27.) 

(2) Spreading out of this process of trans- 
fer over a period of fourteen months in 
order to give as little shock as possible to 
market conditions. (Section 27.) 

(3) Ultimately the establishment of a 
Reserve System, at the end of the transi- 
tion period in which so-called country 
banks will have 15 per cent of reserve (t. e. 
15 per cent of total demand liabilities) such 
15 per cent to be held, 5 per cent in the 
bank's vaults, 5 per cent with the National 
Reserve Banks and 5 per cent either at 
home or with the Reserve Bank; while 
reserve and central reserve city banks will 
have reserves of 20 per cent of demand 
liabilities, of which 5 per cent will be at 
home, 5 per cent with the Reserve Bank of 
the district and 10 per cent either at home 
or with the Reserve Bank. (Section 27.) 

(4) The presumed effect of this plan will 
be to end the placing of reserves with 
central reserve city banks for use in stock 
market operations, to keep reserves in 
some measure at home, and to require 
speculators to get the funds they need in 
their operations either by directly borrow- 
ing them from persons who hold them and 
want to lend the cash for that purpose, or 
else by borrowing from the banks in the 
places where the operations are to be car- 
ried on. 

Division of Business 
The object of the bill is to effect a mod- 
erate division and classification of banking 
business along indicated lines, the net 
result, presumably, being summed up as 
follows: 

(1) National Reserve Banks will be 
strictly limited to actual commercial and 

1 Including collections and clearances. 



industrial transactions evidenced by very 
short term paper and on rare occasions 
under carefully prescribed conditions to 
financial operations protected by collateral. 
They will also be able to engage in foreign 
exchange operations, sales of government 
securities, etc., as already explained. 

(2) National banks will be subjected to 
precisely the same restrictions as at pres- 
ent with a relaxation in favor of a moderate 
amount of real estate loans by country 
banks under carefully guarded conditions. 
(Section 39.) 

(3) By a revision of the administrative 
features of the National Banking Act, 
provision will be made for close oversight 
of National institutions with a view to 
holding them strictly up to the require- 
ments of a legitimate banking business. 
(Text of bill still to be submitted.) 

(4) In order to possess themselves of the 
kind of paper entitling them to rediscounts, 
national banks will find themselves obliged 
to keep a reasonable proportion of their 
assets in the form of paper eligible for 
rediscounting, and this will mean very con- 
siderable emphasis upon the strictly com- 
mercial aspects of the business done by 
national institutions. 

Position of State Banks 
It has not been thought wise to permit 
State banks to own stock in the National 
Reserve Banks for two reasons: 

(1) State banks by the terms of their 
organization are differently managed and 
controlled from national. 

(2) The laws of the United States differ 
with respect to liabilities, the collection of 
debts, and other matters. 

Hence the bill has attempted only to 
provide for giving these banks equal facil- 
ities for doing business by establishing the 
following conditions : 

(1) State banks may affiliate themselves 
with National Reserve Banks by maintain- 
ing the same deposits with the National 
Reserve Banks that are kept by national 
banks under the proposed act. (Section 
29.) 

(2) State banks shall in these circum- 
stances be entitled to do business with and 
get rediscounts from National Reserve 
Banks. (Section 29.) 
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(3) State banks shall be subject to in- 
spection and examination by National 
Reserve Banks. (Section 29.) 

Relations with Treasury 
It is believed that the present sub- 
treasury system is unsatisfactory, clumsy, 
injurious to business and difficult to man- 
age in times of stress. The bill therefore 
provides for: 

(1) The placing of all current funds of 
the Treasury in National Reserve Banks 
and the payment of government creditors 
by check thereon. (Section 21.) 

(2) The equalization of the public funds 
between the different reserve banks subject 
to a rate of interest to be fixed by the 
Federal Reserve Board. (Section 13.) 

(3) The trust funds of the Treasury are 
to be held as at present in the vaults of the 
Treasury. 

Foreign Banks 
Recognizing that present banking legis- 
lation under the national system is inade- 
quate in its relation to foreign trade, 
because it furnishes far too little recogni- 
tion of the necessities of the case, and 
believing that the development of foreign 
banking ought to be aided and promoted 
and at the same time regulated by the 
national government, it has been sought in 
drafting the bill to provide: 

(1) A new type of institutions created 
for foreign trade purposes and organized by 
individuals or existing national banks or 
both. (Section 41.) 

(2) Permission to establish branches in 
foreign countries and whenever necessary 
under specified conditions to establish such 
additional branches in the United States 
as may seem requisite. 

(3) Authority on the part of the Na- 
tional Reserve Banks to deal in foreign 
exchange and otherwise to facilitate oper- 
ations involving international trade. (Sec- 
tion 18 and Section 19.) 

(4) Permission to national banks to do 
an acceptance business in all matters 
relating to foreign trade, the importation 
and exportation of goods, the furnishing of 
travellers' funds on letters of credit, etc. 

(5) The more efficient and successful 
handling of financial relations between the 
United States and foreign countries through 



the placing of Treasury funds in the hands 
of National Reserve Banks. 

Committee Sustains Bill 

The work of the Banking and Cur- 
rency Committee covered a period of 
several weeks and was largely devoted 
to the improvement of details in the 
pending bill. A list of these changes 
would not be of special interest, even 
were it possible in a brief treatment of 
the history of the Federal Reserve Act. 
It is enough to say that the Commit- 
tee speedily developed a difference of 
opinion with respect to the measure, a 
substantial section of it desiring to 
broaden the bill in the direction of 
action which would give to agricultural 
interests a larger borrowing power. 
Accordingly, the maturity of paper 
based upon farming operations was 
increased to 180 days although all 
other paper was prohibited from dis- 
count for a period of over 90 days. 
Some other concessions were made to 
so-called farming interests. Public 
control over the Reserve Banks was 
strengthened and a provision creating 
a so-called Federal Advisory Council, 
a body of bankers drawn from the 
various districts and directed to meet 
at intervals for consultation with the 
Federal Reserve Board, was estab- 
lished. 

Outside these and a relatively small 
number of other amendments the 
changes in the Banking and Currency 
Committee of the House of Representa- 
tives amounted to little more than 
textual change effected for the purpose 
of improving or clarifying the language 
employed. When the bill, on Septem- 
ber 9, was ready for introduction in 
the House of Representatives, with a 
committee report, but little alteration 
in it had been made in any essential 
particular. First, however, it was 
necessary that the bill should pass 
through the House of Representatives 
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caucus of the Democratic party. Al- 
though severely attacked in the delib- 
erations of this body, which were held 
behind closed doors, no material change 
was introduced and the bill accordingly 
went to the House on September 18. 
After a short debate, it was finally 
adopted and sent to the Senate in a 
form not very different from that 
already given to it by the Committee. 

Senate Hostility 

In the Senate the Federal Reserve 
Bill, for as such it was now coming to 
be known, encountered much more 
serious opposition than it had been 
obliged to meet and overcome in the 
lower chamber. The Banking and 
Currency Committee as then organized 
was not friendly to it. The Chairman 
of that Committee, Senator R. L. 
Owen, had prepared a bill of his own 
which had not succeeded in making 
headway. Its place was taken by the 
Federal Reserve bill which he had 
finally consented to introduce as drafted 
in the House. 

In the Banking and Currency Com- 
mittee at least two Democratic groups, 
neither of them friendly to the meas- 
ure, were formed, while among Repub- 
licans practically two other groups 
existed, one inclined to favor the bill, 
the other, to oppose or remodel it. In 
hearings before the Senate Committee, 
lengthy opportunity was given to the 
advocates of a central bank to present 
argument. Eventually the discussion, 
although taking a wide range, settled 
down about the question as to whether 
there should be fewer or a larger 
number of Reserve Banks, whether 
the Reserve Banks themselves should 
have full power over reserves and col- 
lections, and whether the type of note 
issue which had been favored in the 
House bill should be retained. It was 
with great difficulty and, probably, 
only as a result of the strongest pres- 



sure on the part of the Administration 
that it proved possible to obtain a 
favorable report to bring the bill before 
the Senate for debate and eventually 
to pass it. 

Analysis of the Senate debate would 
be out of the question in any brief 
space and may therefore be passed over 
with the remark that, although the 
discussion resulted in changes in the 
Federal Reserve bill, which, when 
combined with those already made by 
the Senate Banking and Currency 
Committee, produced a measure very 
different from that adopted by the 
House, nearly all of the changes made 
by the Senate, as will presently be 
seen, were ultimately surrendered in 
Conference Committee, the bill being 
thus shifted back in substance to the 
original House form. During the Con- 
ference Committee sessions, it is 
worthy of remark, one important 
innovation was introduced; a substi- 
tute section relating to the refunding 
of government 2 per cent bonds was 
transmitted to the Committee by 
Secretary McAdoo and adopted prac- 
tically as it stood in lieu of the pro- 
visions which had been made on that 
subject by the two houses. 

Changes by the Senate 

It is now worth while to sketch 
briefly and succinctly the changes 
made by the Senate in the House draft 
of the Federal Reserve Act insofar as 
they were ultimately retained in the 
final law. The work thus done may 
be surveyed as follows: 2 

Turning first to the alterations in 
the House bill that secured acceptance, 
the principal features may be enu- 
merated as follows: 

(1) Introduction of provision for sale of 
stock in Federal Reserve Banks to the 
public in the event that not enough banks 

2 From article by the author in American 
Economic Review, March 1914. 
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subscribe for the stock to furnish an ade- 
quate capital in any given district. 

(2) Provision for alternative voting in 
the choice of directors of Federal Reserve 
Banks so as to insure prompt election. 

(3) Reduction of number of Federal 
Reserve Banks to not more than 12, as 
against the "at least 12" of the House bill. 

(4) Elimination of requirement that all 
national banks recharter. 

(5) Broadening of powers of Federal 
Reserve Board and modification of lan- 
guage relating to rediscounts between Fed- 
eral Reserve Banks, so as to render such 
rediscounts easier than was intended by the 
House bill. 

(6) Provision that the Secretary of the 
Treasury might, not must, deposit public 
funds in reserve banks. 

(7) Reduction of reserve requirements 
placed upon member banks under House 
bill. 

On the other hand, the following 
important points were yielded by the 
Senate in the conference: 

(1) Omission of provision that holders 
of stock sold to private individuals (if any) 
should have voting power in directorates of 
Federal Reserve Banks and elsewhere. 

(2) Elimination of guaranty of bank 
deposits, by use of surplus earnings. 

(3) Elimination of provision that Fed- 
eral Reserve Bank notes might be counted 
in reserves of stockholding banks. 

(4) Restoration of provision that many 
classes of checks should be collected at par 
throughout the country, and that where 
such par collection was not enforced, the 
charge for making collection should be 
fixed by the Federal Reserve Board. 

(5) Elimination of domestic acceptances, 
thereby excluding them from use by stock- 
holding banks and from rediscount by 
Federal Reserve Banks. 

(6) Modification of reserve require- 
ments as formulated by the Senate so as 
to require actual cash reserves in the vaults 
of country banks (the Senate having 
entirely dispensed with such reserves after 
twenty-four months after date of the pas- 
sage of the Act) and general stiffening of 
reserve requirements made by the Senate, 
although the final language still con- 



stituted a reduction below the House 
provision. 

(7) Reduction of period of maturity for 
which discountable paper might run from 
180 days to 90 days. 

While various other points of modi- 
fication and concession on either side 
might, of course, be enumerated, it is 
believed that the foregoing presenta- 
tion is representative and shows suf- 
ficiently well the nature of the con- 
ference work and the character of the 
points conceded on either side. As- 
suming that such a fair or representa- 
tive selection has been made, it is 
evident that the work of the confer- 
ence resulted in the establishment of 
the House contentions at nearly every 
essential point, the exceptions to such 
a remark being found in two main 
particulars: (1) the reduction in the 
number of Reserve Banks and their 
limitation to not more than twelve at 
any time, and (2) the provision that 
public deposits might or might not 
be made in the Reserve Banks at the 
discretion of the Secretary of the 
Treasury. 

While other points were significant 
and important in their way, it can 
certainly be fairly concluded that on 
those matters involving important 
issues of theory the House virtually 
held its own in most respects. In fact, 
it is an accurate generalization that the 
final bill as completed in conference 
committee and as passed by both 
Houses was a closer approach to the 
original House draft of the measure 
than anything that had intervened 
during the time the bill was going 
through the various permutations to 
which it was subjected in its slow prog- 
ress from one stage to another of the 
legislative process. 

At one other point there was marked 
and vital departure from the original 
House measure — the provision with 
reference to the refunding of United 
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States 2 per cent bonds and the treat- 
ment of the currency based upon such 
bonds. On this subject the final 
action of the conference was nearly 
equivalent to the acceptance of a plan 
formulated by the Administration and 
designed to take the place of all of the 
various other schemes that had been 
recommended from different sources in 
either House. The action as to bonds 
was, therefore, not a concession by 
either side but was a virtual surrender 
by both and an acceptance of the con- 
clusions of the Treasury Department. 
Barring the two matters already men- 
tioned, the House measure was changed 
in no respect that affected its essential 
working; nor could it be said that even 
in these particulars it had necessarily 
been subjected to modification, since, 
in both, the action contemplated by 
the provisions ultimately adopted was 
permissive, rather than compulsory. 

The Inspiration of the Bill 

As to the idea by which the Federal 
Reserve Act was dominated or upon 
which it was molded, or as some have 
termed it the inspiration of the bill, 
there has been much unnecessary con- 
troversy. The measure as originally 
made ready for introduction was the 
outgrowth of the long years of discus- 
sion of the banking and currency prob- 
lem through which the country had 
passed from 1893 onward. The notion 
of a district reserve system was directly 
and confessedly drawn from the experi- 
ence of the banks of the country with 
local clearing house organizations. 
Other features were the careful result 
of foreign experience. While the bill 
was thus made up of ideas drawn from 
all available sources so far as these 
were known to the committee of the 
House of Representatives, it was pre- 
pared as the result of individual study 
and without the acceptance of outside 
bills, suggestions or models. It was, in 



short, honest in its inception, professing 
to be with all of its various defects sim- 
ply what it actually was — a measure 
prepared on the basis of American 
experience, enlightened and adapted 
by the use of such lessons as could be 
drawn from European banking prac- 
tice. As the writer has said on a 
former occasion: s 

The Federal Reserve Act is the product 
of a lengthy course of development and has 
grown gradually out of the discussion and 
analysis of the past twenty years. It is 
not drawn, even largely, from any single 
source, but is the product of comparison, 
selection, and refinement upon the various 
materials, ideas and data, rendered avail- 
able throughout a long course of study and 
agitation. Many bills embodying the 
same general line of thought that now finds 
expression in the new act have been offered 
in Congress; some have been suggested 
outside that body. The most fundamental 
concept of all — that of uniting the banks 
of the country into organized groups — is 
found in the clearing house organizations, 
which in time of stress have pooled their 
resources and converted bank assets into 
the equivalent of reserve money. The 
bills prepared by or under the direction of 
the Honorable Isidor Straus, the Honorable 
J. H. Walker, the Honorable Charles A. 
Fowler, and the Honorable Maurice L. 
Muhleman have supplied at least the basis 
for many of the detailed analyses and 
methods of treatment that are found in the 
Federal Reserve Act. Earlier than any of 
these, was the bill recommended by the 
Indianapolis Monetary Commission, which 
did not provide for cooperative unions of 
banks, but upon which the framers of the 
present act have evidently drawn for some 
of their ideas. 

The latest bill in the long series which was 
available for study to the framers of the 
Federal Reserve Act, was that prepared for 
the National Monetary Commission and 
called in popular language the "Aldrich 
bill." By many the new law is regarded as 
a partial copy of, or plagiarism from, the 
Aldrich bill; and that view has been widely 

3 American Economic Review, loc. cit. 
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expressed both in and out of Congress. 
That such was not the opinion of Mr. 
Aldrich himself, his scathing and bitter 
denunciation of the House bill seems to bear 
abundant witness. 4 It might be enough 
for purposes of argument simply to appeal 
on this point from the critics of the measure 
to Mr. Aldrich himself but that would 
hardly answer the purpose of historical 
analysis. 

The Aldrich bill may be considered from 
two standpoints, (1) that of its theory and 
broad general plan on the one hand, and 
(2) that of its machinery and technique of 
construction on the other. From the first 
standpoint, there is no shadow of relation- 
ship or similarity between the Federal 
Reserve Act and the Aldrich bill. From 
the second, there is at many points a close 
resemblance. The Aldrich bill provided 
for a single central "reserve association" 
with scanty public oversight, with control 
vested practically wholly in the banks, and 
with the preponderance of power in the 
larger institutions which owned stock. It 
so arranged things as to keep this "reserve 
association" relatively inactive except upon 
special occasions of panic or disturbance. 



It made no direct provision for the shifting 
of reserves in part from existing banks to 
the proposed association, but it relied upon 
inflation due to the placing of bank notes 
issued by the central association in the 
reserves of the stockholding banks for pro- 
tection in time of danger. The new act 
provides for twelve reserve banks, intro- 
duces the principle of local control, calls 
for strict government oversight, shifts 
reserves from present correspondent banks 
to the new institutions, minimizes the 
influence of the larger banks in directorates, 
and generally diffuses control instead of 
centralizing it. It leaves banking, as such, 
to be practiced by bankers; it vests the 
control of banking in the hands of govern- 
ment officers. The theory and purpose of 
the new act are widely different from those 
of the Aldrich bill. Where the Aldrich 
proposal veers widely away from the 
tendencies that have been developed during 
the preceding ten years of American bank- 
ing discussion, the Federal Reserve Act 
closely follows them. Indeed, the Act of 
1913 is closer to any one of half a dozen 
bills of former years than to the Aldrich 
proposal. 
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THE origins of everything in the 
world, from man himself to slang 
words and phrases, from vast and per- 
fect mechanisms to manners and 
customs, or great eras and economic 
cycles, always have held a special 
fascination. And there has always 
been someone, whether it be Darwin 
or the Encyclopaedia Brittanica, to 
ferret out each firstling. 

To point to the circumstances of 
the origin of the American currency 
inflation, the progress of which dur- 
ing the last seven years has had so 
profound an effect upon every branch 
4 Proceedings of American Academy of Polit- 
ical and Social Science, October, 1913. 



of our national activity, is not a diffi- 
cult task. Although inflation of such 
tremendous proportions previously had 
been unheard of, the stage was espe- 
cially set in preparation for that event. 
As a preliminary to the more serious 
later currency inflation, the United 
States had innocently provided itself 
with a lively springboard from which 
to leap. 

The Forerunner of Inflation 

That springboard was the Aldrich- 
Vreeland Act which provided a sudden 

1 1 am indebted to the office of the Comptrol- 
ler of the Currency for the statistics of the 
Aldrich-Vreeland note issues. 



